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MISSION

The mission of the Environmental Protection Agency
is to protect buman bealth and the environment.

\_
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EPA’s purpose is to ensure that:

All Americans are protected from significant risks to human health and the environment where
they live, learn, and work.

National efforts to reduce environmental risk are based on the best available scientific information.
Federal laws protecting human health and the environment are enforced fairly and effectively.

Environmental protection is an integral consideration in U.S. policies concerning natural resources,
human health, economic growth, energy, transportation, agriculture, industry, and international
trade; and these factors are similarly considered in establishing environmental policy.

All parts of society—communities, individuals, business, state and local governments, tribal
governments—have access to accurate information sufficient to effectively participate in managing
human health and environmental risks.

Environmental protection contributes to making our communities and ecosystems diverse,
sustainable, and economically productive.

The United States plays a leadership role in working with other nations to protect the global
environment. )
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klO. Effective Management )

STRATEGIC GOALS A

September 2000 Strategic Plan
1. Clean Air

2. Clean and Safe Water

Safe Food

Preventing Pollution and Reducing Risk in Communities, Homes, Workplaces, and Ecosystems
Better Waste Management, Restoration of Contaminated Waste Sites, and Emergency Response
Reduction of Global and Cross-Border Environmental Risks

Quality Environmental Information

O NN W R W

Sound Science, Improved Understanding of Environmental Risk, and Greater Innovation to
Address Environmental Problems

9. A Credible Deterrent to Pollution and Greater Compliance with the Law
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MESSAGE FROM THE ADMINISTRATOR

I am pleased to provide the Environmental Protection Agency’s FY 2002 Annual Report,
which conveys a comprehensive view of the Agency’s program and financial performance
over the past fiscal year. I believe that the Congress and the American public will find this
report helpful in assessing the Agency’s success in protecting human health and the
environment and in using taxpayer dollars wisely and effectively in this pursuit.

Much of the progress described in the report is a direct result of contributions by our
federal, state, local, and tribal partners. Under the Clean Air Act, EPA and its partners continue
to make important progress in reducing air pollution and protecting Americans—particularly
children, the elderly, and people with respiratory ailments—from airborne health risks.
Similarly, under the Clean Water Act and the Safe Drinking Water Act, the Agency and its
partners have helped to restore and protect watersheds and aquatic ecosystems and to move
us closer to our goal that all Americans have drinking water that is clean and safe to drink.
Continued Superfund site cleanup and the job training and employment opportunities
associated with Brownfields redevelopment have demonstrated the economic benefits of
environmental improvement.

In the aftermath of the attacks of September 11, 2001, the anthrax outbreaks, and in light
of continuing terrorist threats, I am proud of this Agency’s efforts to meet its homeland
security responsibilities, including improving our ability to respond to potential chemical and
biological incidents and to promote the safety of our public water systems and of the
chemical industry. Our EPA Homeland Security Strategic Plan, released in October, will guide
our efforts in the years ahead. We look forward to working closely with the newly-created
Department of Homeland Security in meeting our shared homeland security responsibilities.

Internationally, under EPA leadership, a renewed program along the United States-Mexico
border is taking shape to improve the quality of drinking water and the level of food safety,
particularly among young children. As an outgrowth of this summer’s World Summit on
Sustainable Development in Johannesburg, South Africa, EPA is leading the development of
children’s environmental health indicators and efforts to reduce levels worldwide of indoor air
pollution and lead and sulfur emissions from vehicle fuels.

In FY 2002 EPA made significant progress toward accomplishing the government-wide
reforms of the President’s Management Agenda. The Agency continues to be a leader in the
area of e-government—modernizing and streamlining our administrative systems and actively
participating in 14 of the federal government’s e-gov projects to improve service efficiency
and expand public access. EPA is revising the Agency’s Strategic Plan and structuring it around
fewer more outcome-oriented environmental goals that we feel will be more meaningful to
the public and Congress. EPA’s efforts to integrate our Strategic Plan and environmental
performance with the Agency’s budget process and workforce planning will enable us to
make more informed policy decisions and ensure that Americans’ tax dollars are well spent.

(continued on next page)
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In addition, the Agency is working to develop a comprehensive set of environmental
indicators, so that we can improve our understanding of current environmental conditions and
ensure that environmental policy is producing measurable improvements in the condition of
the environment. We will release the findings later this year in a draft report on the state of
the environment.

As we look to the future, I want to thank the American people for their unwavering
support of environmental protection. It is to them that we are ultimately accountable, and I
know that by working together, we are certain to accomplish our goal of cleaner air, purer
water, and better protected land for ourselves and for generations that follow.
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Christine Todd Whitman
Administrator
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

I am pleased to present to you EPA’s Annual Report for FY 2002, a year in which the
Agency accomplished much in protecting the environment and human health, and in
managing public resources effectively and efficiently. This was a special year for all of us.

We sustained all of the Agency’s ongoing environmental protection efforts for cleaner air,
purer water, and better protected land. At the same time, we were called upon to respond to
new and complex challenges, including follow-up to the September 11 attacks and to multiple
incidents of anthrax contamination. In FY 2002 EPA was also in the vanguard of support for
the government-wide reforms outlined in the President’s Management Agenda.

As a consolidated annual report, this document is designed to provide information about
EPA’s performance—what the Agency planned to work on in the past year, and the results of
the work we did—along with our audited annual financial statements. We aim to produce a
report of useful information for the American people as well as for our partners and
stakeholders in state and tribal governments, other federal agencies, Congress and OMB,
industry, and the environmental community.

This report itself exemplifies one of our most distinguished achievements. EPA has been
described as a leader among federal agencies for integrating our planning and budgeting
processes with information about our performance. Most recently, the Agency was honored
by the President as one of seven finalists government-wide for the President’s Quality Award
for budget and performance integration. Thanks to the efforts of many across EPA, we have
achieved more rational approaches to planning and budgeting; clearer strategic direction for
the Agency; and annual reports that merit clean audit opinions and commendations for
transparency—all of which place EPA in the forefront of government reform.

As always, we welcome your suggestions for ways to make EPA’s Annual Report for
FY 2003 more informative and interesting. We invite you to send comments by postal or
electronic mail to the addresses provided on the back cover of this Report.

Thank you for your continuing interest in our work and your support for a clean
environment and good health for all Americans.

2o YN ot

Linda M. Combs
Chief Financial Officer
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OVERVIEW AND ANALYSIS

INTRODUCTION

The United States Environmental Protection
Agency (EPA) was established in 1970 to protect
human health and safeguard the environment.
Since that time the Agency has worked
continuously to ensure that the American people
have air that is safe to breathe, water that is clean
and safe to drink, and land that is protected
from toxic chemicals and other hazards.
Consistent with the Government Performance
and Results Act (GPRA), in 1997 EPA
established 10 long-term strategic goals that
identify the environmental results the Agency is
working to achieve and reflect the sound
financial and management practices it intends
to employ. These goals and the accompanying
statement of objectives and strategies to achieve
results constituted the Agency’s first Strategic Plan
under GPRA. In 2000, when the Agency released
a revised Strategic Plan, the goals were modified
slightly. Each fiscal year, as required under GPRA,
the Agency develops an Annual Plan that
translates these long-term goals and objectives
into specific actions to be taken and resources to
be used during the year. EPA is accountable to
the American people for making yearly
progress toward its annual and long-term goals
and is required to assess that progress and
report to Congress and the public. As a result, at
the end of every fiscal year, the Agency develops
an Annual Report that describes the year’s
programmatic and financial achievements.

This Annual Report is intended to provide a
comprehensive assessment of the Agency’s
fiscal year (FY) 2002 progress in protecting
human health and the environment and in
using taxpayer dollars efficiently and effectively
to do so. The Agency’s FY 2002 performance
results were achieved by using a mix of tools
and approaches and by adjusting strategies in
light of the performance assessments of
previous years’ accomplishments. Throughout
the year EPA worked closely with its primary
partners—states, tribes and other federal
agencies—whose contributions were critical to
many of the results described in the report.

www.epa.gov/ocfo

EPA’s FY 2002 Annual Report contains four
main sections. First, this Overview and Analysis
is intended to provide a broad view of EPA’s
performance and fiscal accountability over the
past year.” In discussing performance results,
the Overview focuses on environmental
achievements, particularly under EPA’s Goals 1
through 6. The Overview also presents
approaches and tools the Agency is using to
improve managing for results, discusses
significant factors that might affect future
Agency operations, and highlights EPA’s
accomplishments in sound financial
management.

Section II describes in greater detail the
results that EPA—working with its federal, state,
tribal, and local government partners—achieved
under each of the Agency’s 10 goals. It also
presents progress in meeting the Annual
Performance Goals established in EPA’s
FY 2002 Annual Plan and longer-range strategic
goals and objectives identified in EPA’s 2000
Strategic Plan. Section III discusses major
management challenges EPA faced during the
year and presents the Agency’s approaches and
accomplishments in addressing the challenges.
Finally, Section IV summarizes EPA’s financial
activities and achievements and presents the
Agency’s annual financial statements, which
have been independently audited by EPA’s
Inspector General.

PERFORMANCE RESULTS

During FY 2002 EPA and its partners,
building on FY 2001 accomplishments, made
significant progress in protecting human health
and the environment. The sections below
highlight key environmental and program

* The Overview and Analysis also addresses requirements for a
“Management’s Discussion and Analysis” of the annual financial
statements included in EPA’s FY 2002 Annual Report. Because the
FY 2002 Annual Report consolidates a number of specific reports, some
required components of the “Management’s Discussion and Analysis”
are presented in greater detail elsewhere in this report. In particular,
EPA’s mission statement and long-range goals appear at the front of the
report and an EPA organization chart is included as Appendix C. For a
discussion of the Agency’s performance goals, objectives, and results,
refer to Section II. Management accomplishments and challenges are
discussed in Section III. Financial statements, along with a discussion
of systems, controls, and legal compliance, are presented in Section IV.

Overview and Analysis
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results, summarize the Agency’s performance in
meeting its FY 2002 performance goals, and
discuss some of EPA’s current performance
issues and concerns.

Environmental Accomplishments

Clean Air: Under EPA’s Clean Air goal, the
Agency and its partners made significant
progress in FY 2002 in reducing air pollution
and protecting Americans—particularly children,
the elderly, and people with respiratory
ailments—from the health risks posed by air
pollution. During FY 2002 EPA’s state and tribal
partners continued to work toward achieving or
maintaining the National Ambient Air Quality
Standards, and the Agency provided guidance,
tools, and resources to help its partners meet their
objectives. As a result, in FY 2002 more than
19 million Americans live in geographic areas
newly designated by EPA as achieving clean air.!
In FY 2002 as EPA promulgated 13 new standards
for toxic air pollutants, its state and tribal partners
implemented standards for toxic pollutants that
were already in place.? In FY 2002 emissions of
toxic air pollutants nationwide from stationary
and mobile sources combined were reduced by
an additional 1.5 percent, or 90,000 tons, from
FY 2001 levels. This percentage represents a
cumulative reduction of almost 33.8 percent, or
about 2 million tons, from the 1993 baseline of
6 million tons.?

Power-generating utilities regulated under
the market-based Acid Rain Program continue
to achieve or exceed the required reductions
for sulfur dioxide (SO,) and nitrogen oxide
(NO)). Through FY 2001 SO, emissions
continued to decline from their high of
17 million tons in 1980 to 10.6 million tons.
NO, emissions were reduced by 2 million tons
nationally during the same period.*

Lastly, EPA issued emissions standards for
several types of previously unregulated non-road
engines and vehicles that contribute to ozone
formation and/or particulate matter emissions, both
which cause significant health concern. These
standards apply to recreational vehicles, diesel
marine engines, and large industrial spark-ignition
engines. When the standards are fully
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implemented, EPA expects an overall 72 percent
reduction in hydrocarbon emissions from such
engines, an 80 percent reduction in NO_
emissions, and a 56 percent reduction in
carbon monoxide emissions annually. These
controls will improve visibility in national parks
and wilderness areas and reduce exposure for
people who operate, work with, or are close to
these engines and vehicles. The annual human
health benefits of this rulemaking include
avoiding about 1,000 premature deaths,
preventing 1,000 hospital admissions, reducing
asthma attacks by 23,400, and preventing
200,000 days of lost work. In monetary terms,
EPA estimates these health benetfits to be worth
roughly $8 billion per year when the standards
are fully implemented.’

Clean and Safe Water: In FY 2002 EPA
continued its work to ensure that all Americans
have drinking water that is clean and safe to
drink; that the country’s rivers, lakes, wetlands,
aquifers, and coastal and ocean waters are
healthy; and that watersheds and aquatic
ecosystems are restored and protected. During
FY 2002, 91 percent of Americans who
obtained their drinking water from community
water systems received drinking water that met
all EPA health standards.®

EPA and its partners worked in FY 2002 to
increase the security of the Nation’s drinking
water supplies and wastewater systems and
protect them from potential terrorist attacks.
Since November 2001 about 6,000 drinking
water and wastewater plant managers and
operators have received security training in
assessing the vulnerabilities of their water
supply systems, developing emergency and
response plans, and communicating risks to
communities. EPA expects that the drinking
water supplies of more than 120 million people,
or nearly half the population served by the
Nation’s community water systems, will be more
secure as a result of the greater awareness
fostered by this FY 2002 training. Lastly, in
FY 2002 EPA developed a protocol for ensuring
the safe disposal of wastewater from the
cleanup of anthrax-contaminated sites.
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Safe Food: Throughout FY 2002 EPA
worked to ensure that the Nation’s food supply
is safe from risks posed by pesticide residues.
Through its pesticide registration program, EPA
made available to the agricultural community
alternatives to currently used pesticides posing
risks to human health and the environment. EPA
registered an alternative to methyl bromide,

9 organophosphate alternatives, 11 bio-pesticides,
and 4 conventional reduced-risk pesticides. The
Agency also completed its first-ever cumulative
risk assessment of a group of pesticides that
have a common mechanism of toxicity or a
common effect on the human body. This risk
assessment evaluated how much risk a group of
pesticides posed to human health by estimating
human exposure to the pesticides through food,
water, skin, and inhalation in residential and
public settings in this country. By continuing to
conduct cumulative risk assessments in FY 2003,
EPA will be able to determine whether the risks
posed by groups of similar pesticides meet the
current safety standard required by the Food
Quality Protection Act of 1996.

Preventing Pollution and Reducing Risk
in Communities, Homes, Workplaces, and
Ecosystems: In FY 2002 EPA continued its
work to reduce risk in communities, homes,
workplaces, and ecosystems. In FY 2002 the
Agency launched a national advertising
campaign coupled with a major outreach effort,
cosponsored by EPA and key medical,
consumer, and community organizations, to
protect the more than 15 million children who
are exposed to secondhand smoke in their
homes. In addition, in FY 2002 the Agency,
working cooperatively with the chemical
industry, established the Voluntary Children’s
Chemical Evaluation Program. Under this
program 35 chemical manufacturers and
10 consortia have volunteered to sponsor and
respond to risk assessments for 20 chemicals to
which children have a high likelihood of being
exposed. Further, during FY 2002 EPA, in
partnership with states, facilitated the safe
disposal of more than 10,000 transformers and
22,000 large capacitors containing a group of
toxic chemicals known as polychlorinated
biphenyls, or PCBs. Finally, in FY 2002 nearly
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1,000 hospitals across the country enrolled in
EPA’s Hospitals for a Healthy Environment
program, which seeks to cut the waste
generated by hospital facilities in half and to
eliminate the use of mercury, a toxic chemical.

Better Waste Management, Restoration
of Contaminated Waste Sites, and
Emergency Response: To better protect this
Nation’s land, EPA continued to promote safe
waste management, clean up hazardous waste
sites, return abandoned or underutilized industrial
and commercial properties to productive use,
and respond rapidly and effectively to waste-
related accidents and emergencies. During
FY 2002 EPA’s emergency response program
supported the environmental cleanup at the
World Trade Center (WTC) and the Pentagon.
EPA employees monitored these locations for
toxic and other air pollutants released from the
burning of building contents (particularly from
plastics and computers), assisted with waste
management, advised on cleanup and
decontamination, and provided information to
the public. At the WTC EPA was the federal lead
on environmental contamination. When
outbreaks of anthrax bioterrorism occurred
during October 2001, the Agency’s response
personnel led the effort to clean up and
decontaminate six post offices in Florida and
four congressional office buildings in
Washington, DC. Success in this area depended
on counterterrorism research, planning, and
preparedness at the federal, state, and local levels.

In FY 2002 the Agency exceeded its
performance goal of completing the cleanup of
40 Superfund sites by achieving “construction
completes” at 42 sites on the Superfund National
Priority List. In addition, the Brownfields
Program leveraged more than $4.8 billion in
public and private investments and resulted in
more than 21,000 jobs in cleanup, construction,
and redevelopment from 1995 through June
2002. The primary goal of EPA’s Brownfields
Program is to provide states, tribes, and local
governments with the tools and financial
assistance they need to assess, clean up, and
redevelop Brownfield properties. Since 1995,
3,807 properties have been assessed using
federal funds. The job training and development

Overview and Analysis 13
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demonstration pilots have trained more than
1,200 participants, of whom more than 750 have
obtained jobs.

Reduction of Global and Cross-Border
Environmental Risks: By working collabor-
atively with other countries, international
organizations, and U.S. federal agencies, EPA
provided U.S. leadership in addressing global
environmental challenges. For example, EPA and
the Government of Mexico—in cooperation with
other federal agencies, the 10 states along the
U.S.-Mexican border, and participating tribes—
drafted a new “Border 2012” environmental
program. This program will protect the
environment and the 11.8 million people living
near the border over the next 10 years by,
among other things, providing potable drinking
water and wastewater services, reducing the
health and water quality risks posed by
discarded tire piles and exposure to pesticides,
and addressing the high rates of asthma in
children living near the border. Further, at the
World Summit on Sustainable Development in
Johannesburg, South Africa, in August and
September 2002, EPA announced new global
partnerships to develop children’s environmental
health indicators, reduce indoor air pollution,
eliminate lead from gasoline, and reduce sulfur
in vehicle fuels.

A Credible Deterrent to Pollution and
Greater Compliance with the Law: In
FY 2002 EPA took significant actions to promote
and monitor compliance with environmental
laws as well as to enforce the laws as
appropriate. During FY 2002 EPA helped small
and medium-sized businesses, local govern-
ments, and federal facilities to understand and to
comply with their environmental regulatory
obligations through 10 Internet-based
Compliance Assistance Centers.

During FY 2002 EPA concluded several
enforcement settlements that significantly
advanced environmental and human health
protection. In FY 2002 EPA’s Enforcement and
Compliance Assurance Program eliminated
266 million pounds of pollution from the air,
water, and land, and compelled violating
companies to invest $56.4 million in environ-
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mental improvements. For example, EPA
reached a settlement to end the discharge of an
estimated 30 million gallons a year of untreated
wastewater contaminated with bacteria,
pathogens, and other harmful pollutants into the
Baltimore harbor. Also during FY 2002 a judicial
action was concluded against a large brass fitting
company in Alabama for violations of the
Resource Conservation and Recovery Act. Illegal
treatment of hazardous waste foundry sand at the
facility resulted in lead-contaminated sand which
the company then donated to city and county
governments for use as fill on playgrounds and
ballfields. The settlement will eliminate public
contact with the sand. Under another settlement
reached in FY 2002, a large energy utility in
New Jersey will spend $337 million to install
state-of-the-art pollution controls to reduce its
emissions of SO, by 90 percent and NO_by more
than 80 percent, eliminating about 54,000 tons
of air pollutants per year.

Other Agency Accomplishments and the President’s
Management Agenda (PMA)

To successfully protect human health and the
environment, EPA recognizes that it must
develop and apply the best available science in
carrying out its programs, function effectively as
an organization, serve the public responsively,
and use its resources wisely. For example, to
improve its understanding of environmental risk
as well as its ability to detect and address
emerging environmental problems, in FY 2002
the Agency produced a modeling framework for
estimating human exposure to pollutants through
multiple environmental media (e.g., air, water,
food) and multiple pathways. This framework
will help the Agency in assessing and managing
risks for a variety of pollutants, such as
pesticides and toxic air pollutants and in
protecting children and other susceptible
subpopulations from harmful exposures. Further,
during FY 2002 EPA developed two innovative
computer software programs that allow industry
and state and local decision makers to apply the
best available science to (1) estimate the
potential environmental impact of chemical
process designs, and (2) evaluate the inhalation
impact of metal finishing facilities on workers
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and nearby residents. (Refer to Goal 8 for more
information.)

In FY 2002 EPA also made significant
progress in ensuring that it has safe, healthy,
energy-efficient office facilities and laboratories
to support its work and employees. During
FY 2002 EPA completed the new state-of-the art
laboratory facilities in North Carolina and Kansas
that will enable the Agency to better address the
environmental scientific challenges of the 21st
century. In January 2002 EPA’s Massachusetts
laboratory facility received a White House
“Closing the Circle Award” for its environmental
performance. Finally, EPA completed its
relocation to the newly renovated buildings in
the Federal Triangle complex in Washington,
DC. This project began in 1993 and involved the
design and renovation of 1.3 million square feet
to support the work of 5,500 EPA employees.
(Refer to Goal 10 for more information.)

EPA’s senior managers recognize that
managing the organization and its resources
effectively is key to achieving long-term
environ-mental results. The Agency’s most
significant accomplishments in this area occurred
as it addressed the five areas identified in the
President’s Management Agenda (PMA)’, the
Administration’s strategy for improving the
management and performance of the federal
government. In FY 2002 the President’s Office
of Management and Budget (OMB) credited EPA
for taking major steps forward in each of the
five areas. OMB’s PMA scorecard®—used to rate
agencies on each initiative using a “score” of
red, yellow, or green—designated EPA’s
progress as green in all five areas, marking EPA
as 1 of the 2 agencies out of the 24 CFO
agencies accomplishing this progress rating as of
September 30, 2002.

Improved Financial Performance: This
area of the PMA calls for reducing erroneous
payments and ensuring that federal financial
systems produce accurate and timely information
to support operating, budget, and policy
decisions. EPA made significant progress in
FY 2002 in improving its financial performance
by reviewing internal controls to assess the
potential for making erroneous payments under

www.epa.gov/ocfo

the State Revolving Funds managed by the
water program, submitting the final FY 2001
financial statements on time with clean audit
opinions, and issuing interim financial
statements on schedule. The Agency also made
great strides in the grants arena by issuing a
grants competition policy, appointing a senior
executive as the Agency Grants Competition
Advocate, establishing an internal web site to
facilitate implementation, and providing
training on the policy. EPA also made
significant progress in FY 2002 by correcting all
four of its current material weaknesses—
deficiencies in program policies, guidance, or
procedures that might impair EPA’s ability to
achieve its mission—under the Federal
Managers Financial Integrity Act.

Budget and Performance Integration:
This area focuses on linking resources to
performance, using program evaluation in
planning and budget decision-making, and
improving accountability for performance. As
one of the few agencies with an integrated,
goal-based budget, EPA has long been a leader
in budget and performance integration consistent
with the PMA. In FY 2002 the Agency made
good progress addressing the PMA criteria for
this area, including developing a methodology to
include social costs in the Agency’s revised
strategic plan. EPA’s selection as a finalist for the
President’s Quality Award in the area of budget
and performance integration distinguished the
Agency government-wide.

Expanded Electronic Government: This
area seeks to make it easier for people to
receive high quality government services
through the Internet, while reducing the cost of
delivering those services. In FY 2002 EPA was
recognized by OMB as a model partner for its
work under 14 e-government projects that use
information technology to improve environmental
decision making, eliminate redundant activities
across multiple federal agencies, and achieve a
more seamless, citizen-c